










































































and naval targets within the first island chain. China in 2010 fielded

the world’s first antiship ballistic missile, an MRBM variant known as
the DF-21D, and revealed at a September 2015 military parade that
the DF-26 IRBM—uwith a stated range reaching out to the second
island chain, including Guam—also has an antiship variant. China

has also continued to modernize its cruise missiles, most notably by
developing two supersonic antiship cruise missiles: the surface ship- or
submarine-launched YJ-18 and the air-launched YJ-12, both of which
will provide a significant range extension over previous capabilities.
China has a hypersonic weapons program in developmental stages,
and reportedly conducted its fourth and fifth hypersonic glide vehicle
tests in 2015, after conducting three in 2014. Mark Stokes, executive
director of the Project 2049 Institute, testified to the Commission that
China may be able to field a regional hypersonic glide vehicle by 2020
and a supersonic combustion ramjet-propelled cruise vehicle with
global range before 2025. Whether China arms its hypersonic weapons
with nuclear or conventional payloads—or both—will provide more
information regarding how it intends to incorporate hypersonic weapons
into PLA planning and operations.

The increasing survivability, lethality, and penetrability of China’s missile
forces present several implications for the United States. First, these
forces can threaten increasingly greater portions of the Western Pacific,
and a spending competition between additional Chinese missiles and
U.S. missile defense systems would likely be highly unfavorable to the
United States based on relative cost. In response, the United States

is working to develop lower-cost-per-shot missile defense systems,
while other options include disrupting networks that would support
Chinese missile forces or using long-range stealth bombers to operate
beyond the reach of advanced Chinese missiles. Second, China’s
increasing ability to threaten U.S. partners and allies with its missile
arsenal supports its regional ambitions, improves its coercive ability,
weakens the value of deterrence efforts targeted against it, and widens
the range of possibilities that might draw the United States into a
conflict. Third, China’s missile buildup has contributed to a U.S. policy
debate regarding the modern-day relevance of U.S. treaty obligations
to forgo developing ground-launched ballistic and cruise missiles

with ranges of between 500 and 5,500 kilometers (311 and 3,418
miles); some experts suggest modifications could allow the United
States to strengthen its regional deterrence capabilities. Finally, these
developments present new challenges for the United States and China
as they consider how to successfully manage and deescalate potential
crises in an environment with new factors of instability.

Conclusions

» The chief roles of China’s nuclear arsenal are to deter an
adversary from undertaking a nuclear first strike and to reduce the
pressure on China to yield to an adversary’s demands, or desist
from aggression, under threat of nuclear attack. China’s belief
that its nuclear arsenal would deter an adversary from taking a
conventional fight into the nuclear realm could encourage it to be
more adventurous in its risk-taking during a crisis because it may
not sufficiently fear the prospect of nuclear escalation.

» China is secretive about the details of its official nuclear policy,
leading to uncertainty regarding key principles of its nuclear
weapons doctrine. Key elements of China’s nuclear policy, such as
its “no-first-use” pledge and presumptive de-alerting policy, may
be under reconsideration but are unlikely to change officially.

» China appears to be pursuing a theater nuclear capability in
addition to the strategic nuclear capability it has maintained since
it became a nuclear state in the 1960s. In a conflict, China’s
maturing theater nuclear capability could provide it with the means
to flexibly employ nuclear weapons to deescalate or otherwise
shape the direction of conflict.

» China is pursuing a credible second-strike capability with an
emphasis on survivability against an adversary’s first strike.
By diversifying its nuclear strike capabilities away from solely
land-based systems in silos, China seeks to ensure its ability
to absorb a nuclear strike and retaliate in kind. Examples of
this diversification include road-mobile intercontinental ballistic
missiles, submarine-launched ballistic missiles, and potentially air-
launched land-attack cruise missiles.

» China’s initial development of its conventional missile forces
focused heavily on expanding its short-range ballistic missile force
for Taiwan contingencies. In the past decade, China’s development
of longer-range missiles, pursuit of advanced missile technologies,
and diversification of launch platforms have enabled it to hold at
risk a wider range of targets farther from its shores.

» China is developing cruise missiles that are increasingly difficult
for the U.S. military to detect and defend against. The People’s
Liberation Army (PLA) has fielded its first ground-launched land-
attack cruise missile, and also appears to be developing air-, ship-,
and submarine-launched cruise missiles with land-attack and
antiship missions. China is in the midst of improving the qualitative
aspects of its cruise missile technologies; in the meantime, the
quantitative strength of its cruise missiles poses a formidable
challenge to existing U.S. Navy defenses.

» China recognizes that adversary missile defenses—particularly the
U.S. ballistic missile defense architecture—pose a major challenge
to the success of its missile operations. As a result, China is
developing measures to improve its forces’ ability to penetrate
opposing missile defenses, such as multiple independently-
targetable reentry vehicles, maneuverable reentry vehicles, and
hypersonic weapons.

» To realize the full potential of its long-range precision strike
capabilities, China requires detailed awareness of a potential
battlespace as well as the ability to obtain targeting data at
increasingly farther distances from the Chinese mainland. Effective
and timely target selection and information coordination is an area
the PLA continues to seek to improve.
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Chapter 3: China and the World the wake of the drawdown in Afghanistan, it will have to take China’s
growing presence there into careful consideration.

SECTION 1: CHINA AND GENTRAL ASIA The centerpiece of China’s engagement with Central Asia, the “Silk

One of the most visible manifestations of China’s expanding global Road Economic Belt” initiative, was announced by President Xi in
engagement has been its cultivation of close economic, political, and 2013, but it is not new. Rather, it is a culmination and a rebranding
security ties with countries in Central Asia (Kazakhstan, Kyrgyzstan, of several previous policies and projects aimed at linking China with
Tajikistan, Turkmenistan, and Uzbekistan). Beijing sees Central Asia its trading partners. The land-based Silk Road Economic Belt has a
as a potential land bridge to markets in the Middle East and Europe, maritime counterpart, the “21st Century Maritime Silk Road,” which
a source of much-needed oil and natural gas resources, and a will run from China’s coast through Southeast Asia and the Indian
dependable bastion of diplomatic support. But Central Asia is also Ocean to Africa and the Mediterranean Sea. Together, they form

a source of anxiety for Beijing, which fears Islamist groups in its the One Belt, One Road initiative. To facilitate its engagement with
economically and politically restive western province of Xinjiang will countries that fall within One Belt, One Road, China’s State Council
find common cause with extremist or terrorist groups operating in the created the $40 billion Silk Road Fund, which began operating in
region. As the United States reshapes its own Central Asia policy in February 2015.

FIGURE 8: CHINA’S SILK ROAD ECONOMIC BELT AND 21ST CENTURY MARITIME SILK ROAD

Source: Charles Clover and Lucy Hornby, “China’s Great Game: Road to a New Empire,” Financial Times, October 12, 2015.
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However, whatever goodwill China may gain from these initiatives
may be tempered by strains in other areas of China-Southeast

Asia economic relations. As a whole, Southeast Asia has grown
more economically integrated with China, with two-way trade and
investment and use of the RMB in international transactions rising
significantly in recent years. China’s growing economic influence

in Southeast Asia has raised concerns that ASEAN countries may
become overly dependent on China and are at risk of economic
coercion. For example, since the implementation of an ASEAN-China
Free Trade Area in 2010, ASEAN failed to maintain a long-standing
trade surplus with China, and instead has experienced a large and
rapidly increasingly trade deficit, which reached nearly $90 billion in
2014. In addition, China’s construction of hydropower dams along the
Mekong River and plans for large-scale water diversion projects are
creating friction with downstream Southeast Asian countries. These
lower Mekong countries, especially Cambodia and Vietnam, are
vulnerable to the river’s altered water levels and ecological damage
caused by these projects.

FIGURE 12: SOUTH CHINA SEA MAP
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Conclusions

» China’s approach to Southeast Asia involves both consolidating its
territorial claims in the South China Sea and seeking to improve
economic ties with countries in Southeast Asia. China’s leaders
seem to believe that striking a balance between these two
endeavors enables China to protect its perceived sovereignty in the
South China Sea and benefit from economic engagement with the
region, while ensuring tensions along its periphery do not become
intolerably high for Beijing.

» Since late 2013, China has conducted dramatic land reclamation
and construction activities on the land features it controls in the
Spratly Islands. These rapid activities appear to be driven by
several factors: China’s desire to unilaterally impose its claims and
avoid arbitration or negotiation with other parties over the disputes;
China’s ambition to enhance its ability to project power into the
South China Sea; and, potentially, China’s intention to establish an
air defense identification zone over part of the South China Sea.

» Southeast Asian countries have reacted with increasing alarm
to China’s activities in the South China Sea. They continue to
enhance their military and civilian maritime patrol capabilities
and to strengthen security relations with the United States and
other countries in the Asia Pacific. However, despite growing
worry among Southeast Asian countries about China, and rising
assertiveness in expressing these concerns, they still seek to
preserve positive relations with China and appear to still be
balancing their relationships with China and the United States.

» Although historical animosities and China’s actions in the South
China Sea continue to hamper trust of China in Southeast Asian
capitals, defense and security cooperation between China and
countries in Southeast Asia has grown over the last 15 years.
China’s most prominent defense ties in Southeast Asia are
with countries in mainland Southeast Asia: Burma (Myanmar),
Cambodia, Laos, and Thailand, all of which are among its nearest
neighbors. China has also increasingly engaged with Southeast
Asian countries in the areas of nontraditional security and
humanitarian assistance and disaster relief.

» China is vastly expanding its foreign assistance and investment
programs in Southeast Asia as a means of achieving its foreign
policy goals in the region, including efforts to defuse tensions
surrounding contentious disputes such as those in the South China
Sea. Chinese foreign assistance to Southeast Asia comes primarily
in the form of infrastructure investment, and projects are frequently
implemented by Chinese firms using Chinese labor, limiting the
benefits for local communities.

» The Association of Southeast Asian Nations’ (ASEAN) trade
liberalization with China from 2004 to 2010 has led to a large
and growing bilateral trade deficit. Economic integration has also
increased the association’s vulnerability to fluctuations in China’s
economy, with China’s recent economic slowdown exacerbating
ASEAN’s trade deficit with China.
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» Use of the renminbi (RMB) in international transactions is
expanding rapidly in Southeast Asia and paving the way toward
more extensive use of the currency regionally. Limited progress
in advancing multilateral monetary cooperation in Southeast Asia,
such as through the Chiang Mai Initiative Multilateralization, may
allow for the RMB's increased circulation in the region.

» China continues to unilaterally construct dams along the Mekong
River without any obligation to share information about water
management with downstream Mekong countries. China’s actions
on the Mekong are causing major fluctuations in water levels
in the Mekong Basin, but China has expressed little interest in
cooperating with its southern neighbors by joining the Mekong River
Commission. Dam construction and resource mismanagement by
downstream nations also pose a significant problem.

SECTION 3: TAIWAN

Cross-Strait relations in 2015 were essentially stable, but could be
facing a major shift with Taiwan’s national elections approaching

in January 2016 and the Democratic Progressive Party (DPP)—
Taiwan’s opposition and traditionally pro-independence party—
leading in presidential polls. Taiwan citizens” wariness of China,
spurred by the Mainland’s increasing economic interconnectedness
with Taiwan, appears to be partially responsible for flagging public
confidence in Taiwan’s Kuomintang (KMT)-led government. Some
observers assess Beijing is worried that if DPP Chairperson Tsai
Ing-wen is elected, she may seek to steer Taiwan toward de jure
independence, even though Chairperson Tsai’s comments on
cross-Strait matters have seemed pragmatic and favorable of the
status quo. Still, should the DPP win, it is unclear how Beijing would
approach relations with Taipei.

FIGURE 13: TAIWAN’S TRADE WITH CHINA, 2008-2014
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FIGURE 14: GAP BETWEEN ANNOUNCED DEFENSE BUDGETS OF CHINA

AND TAIWAN, 2005-2015
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Cross-Strait economic ties continued to grow even as progress on
major cross-Strait negotiations slowed and the ratification of signed
cross-Strait agreements stalled since the 2014 Sunflower Movement,
during which protestors occupied Taiwan’s legislature in opposition

to the Cross-Strait Services Trade Agreement. As of August 2015,
China remains Taiwan’s largest trading partner, top source of
imports, and biggest export market. Annual cross-Strait trade in
2014 reached $130.2 billion, a 32 percent increase from 2008.
Growth in Taiwan exports to China slowed, in part due to the rise of
Chinese competitors, while Chinese exports to Taiwan reached an
all-time high, exceeding $48 hillion. According to official Taiwan data,
Taiwan FDI into China reached $10.3 billion in 2014, increasing for
the first time since 2010 (and far outpacing mainland FDI in Taiwan),
but analysts believe this number is significantly undervalued.

Although China pressures other countries through the UN and other
international organizations to restrict Taiwan’s full participation in
the international community, Taiwan is actively pursuing greater
international space in a number of areas. Taipei has expressed
interest in joining regional trade and investment regimes, such as the
U.S.-led Trans Pacific Partnership, to encourage economic growth
and new market opportunities. While China has been increasingly
assertive in the East and South China seas, Taiwan has proposed
diplomatic frameworks and signed fisheries agreements with other
claimants to encourage the shelving of territorial disputes and
promotion of joint resource development, and has taken steps to
clarify its own claims in the East and South China seas according to
international law.
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U.S.-Taiwan relations in 2015 remained strong, despite the lack of
substantive progress on bilateral trade and investment negotiations
and the absence of major U.S. arms sales to Taiwan since 2011. In
2014, annual bilateral trade reached a record high, increasing by
6 percent to $67.4 billion, while Taiwan became the tenth-largest
trading partner of the United States, passing both India and Saudi
Arabia. U.S.-Taiwan military-to-military contacts also increased in
2014. That year, over 3,000 DOD personnel conducted visits to
Taiwan, a 50 percent increase over visits in 2013.

Seven years of cross-Strait rapprochement have been beneficial

to the United States by reducing cross-Strait tensions and allowing
U.S. policymakers to address other priorities in the U.S.-China and
U.S.-Taiwan relationships. Nonetheless, China’s military exercises
and military modernization are still largely directed toward its mission
to eventually reunify Taiwan with the Mainland. Taiwan’s focus on
indigenous weapons platforms and asymmetric capabilities, along with
its expanded defense engagement with the United States, has served
to improve its ability to inflict costs on China should it decide to use
force against Taiwan, but the cross-Strait military balance continues
to shift in Beijing’s favor. With Taipei’s stagnating defense budget and
capabilities and China’s improving antiaccess/area denial capabilities
threatening to keep U.S. forces farther from China’s shores, Beijing
has increasing advantages in a Taiwan contingency, raising the cost
for the United States to take action in a crisis or conflict.

Conclusions

» Taiwan and China have enjoyed seven years of increased economic
and trade ties, but fears among Taiwan citizens about economic
coercion and China’s political encroachment over Taiwan are more
widespread than in the past.

» The younger generation of Taiwan citizens appears to view itself
increasingly as Taiwanese rather than Chinese, and to be willing to
take visible and substantial steps to assert their national identity.
This has the potential to disrupt the diplomatic narrative that
has allowed China and Taiwan to coexist without armed conflict.
At the same time, Taiwan may not have the will or ability to
counterbalance the growing Chinese military advantage. In view of
China’s growing power in the region as a whole, these trends have
the potential to create stress on the ability of the United States to
meet its obligations to Taiwan under the Taiwan Relations Act.

» Although China restricts Taiwan’s ability to join multilateral
institutions, Taiwan continues to make some progress on issues
affecting its international space. Were Taiwan to succeed
in its efforts to participate in emerging regional economic
mechanisms like the Asian Infrastructure Investment Bank,
Regional Comprehensive Economic Partnership, and Trans-
Pacific Partnership, its integration in the region and ability to
make a positive contribution to the international community would
increase further.

EXECUTIVE SUMMARY AND RECOMMENDATIONS

> In response to China’s increasingly assertive actions in the East
and South China seas, Taiwan has initiated diplomatic frameworks
and signed agreements with claimants to encourage the shelving
of territorial disputes and promotion of joint resource development.
Through an updated fisheries agreement with Japan and steps
taken to clarify its claims in the South China Sea over the past year,
Taiwan continues to play a role in helping preserve regional stability.

» The United States and Taiwan share a close relationship based on
common democratic values, strong commercial ties, and a U.S.
commitment to aid in Taiwan’s defense. U.S.-Taiwan trade is at a
record high, underlying Taiwan’s increasing importance as a close
economic partner. Furthermore, the United States continues to
support Taiwan's defense through increasing military-to-military
contact and other discreet defense cooperation.

» China’s military modernization continues to focus on its ability
to conduct military operations against Taiwan and deter the
United States from defending Taiwan in a potential conflict.
Although Taiwan has improved its defense capabilities through
a combination of domestic production and acquisition of arms
from the United States, the cross-Strait military balance of power
continues to shift strongly in China’s favor.

SECTION 4: HONG KONG

Extended periods of public debate and protests in Hong Kong
surrounding how to elect the region’s next top leader, the chief
executive, continued into early 2015. In August 2014, the Politouro
Standing Committee of the CCP offered an electoral reform
framework featuring a restrictive nomination mechanism that
effectively precluded the nomination of prodemocracy candidates. In
response, prodemocracy activists rejected Beijing’s framework and
sought universal suffrage with a genuine choice of candidates.

On June 18, 2015, several months after the protests dispersed,
electoral reform legislation based on the Standing Committee’s
framework was voted down in Hong Kong'’s Legislative Council
(LegCo) by all 27 pan-democrat legislators and one pro-
establishment lawmaker. Only eight pro-establishment lawmakers
voted in favor of the plan, allegedly due to a miscommunication when
31 LegCo members walked out in a botched attempt to delay the
vote. As a result of LegCo’s defeat of the electoral reform plan, the
current election framework—whereby the chief executive is chosen
by a 1,200-member election committee representing only 0.02
percent of eligible voters—will be used for the 2017 chief executive
election. While Hong Kong’s government could expand the voting
base by implementing local legislation to bypass the constitutional
amendment process, political divisions in LegCo make it unlikely that
the method for electing the chief executive in 2017 will differ from the
current method.
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FIGURE 15: MARKET CAPITALIZATION OF MAINLAND FIRMS
LISTED IN HONG KONG
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Note: “Mainland firms” refers to the following: (1) H-share companies, which are
incorporated on the Mainland and controlled by either mainland government entities or
individuals; (2) red chip companies, which are incorporated outside of the Mainland and
controlled by mainland government entities; and (3) mainland private enterprises, which
are incorporated outside of the Mainland and controlled by mainland individuals. Hong
Kong Exchanges and Clearing, “Market Statistics 2014,” January 8, 2015, 14.
https.//www.hkex.com.hk/eng/newsconsul/hkexnews/2015/Documents/150108news. pdf.

Source: Hong Kong Exchanges and Clearing, “Market Statistics 2014,” Jan. 8, 2015, 16.

httos.//www.hkex.com.hk/eng/newsconsul/hkexnews/2015/Documents/150108news. pdf.

Hong Kong'’s press freedom ranking continued an overall downward
trend in 2015, with watchdog organizations noting the enormous
economic and political influence Beijing wields to exert indirect
pressure on media, resulting in growing self-censorship. Some
media organizations, including television, radio, and print news
outlets, faced accusations of self-censorship over coverage of

the prodemocracy movement, raising concerns about credibility.
This trend is highlighted by the shuffling of senior management
and editors and controversial editorial practices at several of Hong
Kong’s most prominent news outlets. Academic freedom also came
under scrutiny in 2015 at one of Hong Kong’s top universities. The
prolonged delay and ultimate rejection of the appointment of a
University of Hong Kong administrator involved in the prodemocracy
movement led many in the academic community to criticize the
university governance structure.

In its capacity as an international financial center and offshore RMB
hub, Hong Kong is being used by the Mainland to push through
reforms, including development of its domestic financial market,
improvement of the international competitiveness of its firms, and
managed liberalization of its capital account. As of December 2014,
a total of 149 authorized banking institutions in Hong Kong engaged
in RMB business, with RMB deposits worth more than $161 billion
(RMB 1 trillion), accounting for approximately 24 percent of foreign
currency deposits among authorized institutions there.

FIGURE 16: HONG KONG’S GLOBAL PRESS FREEDOM RANKING,

2005-2015
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Note: Due to a change in methodology, Reporters Without Borders (RWB) published
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published its first world press freedom index report in 2002, while Freedom House did
not consistently report the status of press freedom in Hong Kong until 2005.

Source: Freedom House, “2015 Freedom of the Press Data.” https./freedomhouse.org/
report-types/freedompress# VaQzQuiVifJ, Reporters Without Borders, “Details about Hong
Kong,” in 2015 World Press Freedom Index. https.//index.rsf.org/#Y/index-details/HKG.

The Hong Kong and Chinese stock markets are also bringing the
two economies closer together. In line with China’s “going global”
strategy, which encourages Chinese firms to both invest abroad

and expand overseas operations, mainland firms are increasingly
participating in Hong Kong’s equity market—among the $30 billion
in initial public offering funds raised last year on the Hong Kong Stock
Exchange, Chinese firms contributed approximately 86 percent.

As of December 31, 2014, 876 mainland enterprises were listed

on the Hong Kong exchange—>50 percent of the total number of
listed companies—accounting for 60 percent of the total market
capitalization. Mainland enterprises benefit from raising capital in a
freely convertible currency and taking advantage of the Hong Kong
market’s greater liquidity and its more effective and better regulated
risk management investment instruments.
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Meanwhile, several new developments aimed at enhancing market
transparency, foreign investor access on the Mainland, and cross-
border fund flows have been introduced. The Shanghai-Hong Kong
Stock Connect, launched in November 2014, enables institutional or
retail foreign investors for the first time to trade shares in mainland
China-based companies traded on Chinese exchanges. Though daily
trading through the link has been minimal, it has provided additional
liquidity for Hong Kong’s stock market and supports the region’s
offshore RMB business and its role as a financial gateway to China.
However, a number of restrictive features of the stock link may create
operational complexity and introduce risk, especially given recent
volatility in mainland stock markets. In July 2015, Chinese and Hong
Kong financial regulators jointly announced the introduction of a long-
awaited “Mutual Recognition of Funds” initiative, giving international
asset managers a channel to access mainland China’s growing and
previously untapped retail investor market boosted by a growing
middle class and a huge pool of domestic savings.

Conclusions

» In June 2015, Hong Kong'’s Legislative Council voted down
electoral reform legislation based on a framework designed by
China’s central government. This framework would have limited
the candidates eligible for chief executive nomination to those
acceptable to Beijing. As a result, election of the chief executive
in 2017 will employ the same method as the 2012 chief executive
election, whereby a 1,200 member committee elects the leader.

» Members of the general public, legislators, students, and other
vested parties lack consensus on how to pursue electoral
reform in Hong Kong’s future chief executive and Legislative
Council elections.

EXECUTIVE SUMMARY AND RECOMMENDATIONS

» Press freedom in Hong Kong is increasingly under pressure due to
recent instances of violence against journalists, increasing political
and economic pressure to self-censor, and use of economic
coercion to disrupt independent reporting. The absence of a
freedom of information law in Hong Kong also contributes to a lack
of transparency with regard to open access to and preservation of
government records.

» Hong Kong’s world-class economy, particularly its capital markets,
is playing an increasingly pivotal role in mainland China’s efforts
to push through financial reforms, including development of
its domestic financial market, improvement of the international
competitiveness of its firms, and liberalization of its capital account.

» In an effort to internationalize the renminbi, among other
objectives, Hong Kong and mainland China have jointly established
a number of pilot programs, including the Shanghai-Hong Kong
Stock Connect and the Mutual Recognition of Funds initiative,
to boost international participation in China’s markets. These
developments are expected to enhance market transparency and
foreign investor access on the Mainland and enhance cross-border
fund flows.

» Deepening integration exposes Hong Kong to the risks inherent
in China’s volatile equity markets, presenting operational
risks for some investors. Moreover, foreign investment into
mainland markets through Hong Kong still faces structural and
quantitative limitations.
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Comprehensive List of the Commission’s Recommendations

The Commission considers 10 of its 37 recommendations to Congress to be of particular significance.
These recommendations are denoted in bold blue text.

Chapter 1:
U.S.-China Economic and Trade Relations

SECTION 2: FOREIGN INVESTMENT CLIMATE IN CHINA

The Commission recommends:

1.

26

Congress assess the ability of, and if necessary amend,
existing U.S. trade laws to address China’s industrial

policies, abusive legal or administrative processes, and
discriminatory treatment of foreign investors, and to determine
the consistency of these practices with China’s World Trade
Organization commitments.

Congress consider legislation requiring the President to submit
a request to Congress for approval before any change occurs,
either for the country as a whole or for individual sectors or
entities, in China’s status as a non-market economy. Under such
legislation, any change to the designation of China could not
proceed without the consent of both Houses of Congress.

Congress consider legislation conditioning the provision of
market access to Chinese investors in the United States on
a reciprocal, sector-by-sector basis to provide a level playing
field for U.S. investors in China.

Congress direct U.S. antitrust enforcement agencies to conduct
an analysis and legal assessment of alleged anticompetitive
behavior by Chinese antitrust enforcers, and report in full on
enforcement activities.

Congress expand the guidelines for consultation and
transparency relating to trade negotiations covered by Trade
Promotion Authority to include negotiations on a Bilateral
Investment Treaty between the United States and China.

Congress require the Administration to provide a
comprehensive, publicly-available assessment of Chinese
foreign direct investments in the United States prior to
completion of negotiations on a Bilateral Investment Treaty.
This assessment should include an identification of the nature
of investments, whether investments received support of

any kind from the Chinese government and at which level
(national, provincial, or municipal), and the sector in which the
investment was made.

7.

Congress urge the U.S. Trade Representative to initiate
consultations with China’s Ministry of Commerce to identify the
extent to which China’s policy regarding subsidies and other
incentives for purchases of domestically-produced new energy
vehicles may violate its World Trade Organization commitments
and what steps should be taken to address any inconsistencies
with those commitments.

SECTION 3: CHINA’S STATE-LED MARKET REFORM
AND COMPETITIVENESS AGENDA

The Commission recommends:

8.

10.

Congress direct the U.S. Government Accountability Office to
prepare a report that analyzes U.S. exposure to China’s financial
sector, the progress of China’s financial sector reforms, and

the effect of China’s financial sector reforms on the U.S. and
global financial systems, and identifies the policies the U.S.
government is adopting to protect U.S. interests in light of this
changing environment.

Congress urge the U.S. Department of Commerce to undertake
a comprehensive review and prepare a report on China’s Made
in China 2025 and Internet Plus initiatives, including their forced
localization of manufacturing and research and development
requirements, to determine their potential impact on domestic
U.S. production and market access for U.S. firms.

Congress direct the U.S. Environmental Protection Agency, U.S.
Department of Energy, and U.S. Department of Commerce to
jointly prepare a report that outlines China’s stated targets to
address pollution and climate change, and evaluates whether the
Chinese government has allocated sufficient resources (including
expenditures) to meet those commitments.
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SECTION 4: COMMERCIAL CYBER ESPIONAGE AND
BARRIERS TO DIGITAL TRADE IN CHINA

The Commission recommends:

11. Congress assess the coverage of U.S. law to determine
whether U.S.-based companies that have been hacked should
be allowed to engage in counterintrusions for the purpose
of recovering, erasing, or altering stolen data in offending
computer networks. In addition, Congress should study the
feasibility of a foreign intelligence cyber court to hear evidence
from U.S. victims of cyber attacks and decide whether the
U.S. government might undertake counterintrusions on a
victim’s behalf.

12. Congress require the Administration to prepare an annual
classified report on foreign government-sponsored cyber
attacks against all Federal Government agencies, including but
not limited to an assessment of the damage and the affected
agencies’ plans to secure their networks against further
attacks.

13. Congress consider legislation amending the Federal Information
Security Modernization Act of 2014 to require an annual review
by the U.S. Department of Homeland Security of the steps taken
by all federal agencies to ensure that adequate systems are in
place to protect cyber assets.

14. Congress pass legislation to require the Securities and
Exchange Commission (SEC) to make clear to publicly traded
companies and their investors the circumstances under which
the theft of intellectual property through a computer network
intrusion may be a material fact that might affect a company’s
revenues and should therefore be required to be disclosed to
the SEC.

15. Congress evaluate existing consumer right-to-know laws to
determine whether a cloud-based computing company has an
affirmative duty to identify the physical location of its cloud-
based assets.
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Chapter 2: Security and Foreign Policy Issues
Involving China

SECTION 2: CHINA’S SPACE AND COUNTERSPACE PROGRAMS
The Commission recommends:

16. Congress continue to support the U.S. Department of
Defense’s efforts to reduce the vulnerability of U.S. space
assets through cost-effective solutions, such as the
development of smaller and more distributed satellites,
hardened satellite communications, and non-space
intelligence, surveillance, and reconnaissance assets such as
unmanned aerial vehicles.

17. Congress direct the U.S. Department of Defense, U.S. Air
Force, and relevant agencies within the U.S. Intelligence
Community to jointly prepare a classified report that
performs a net assessment of U.S. and Chinese counterspace
capabilities. The report should include a strategic plan for
deterring, with active and passive systems, strikes against
U.S. assets in light of other countries’ rapid advancements in
kinetic and non-kinetic counterspace technology.

18. Congress direct appropriate jurisdictional entities to undertake a
review of (1) the classification of satellites and related articles on
the U.S. Munitions List under the International Trafficking in Arms
Regulations and (2) the prohibitions on exports of Commerce
Control List satellites and related technologies to China under the
Export Administration Regulations, in order to determine which
systems and technologies China is likely to be able to obtain on
the open market regardless of U.S. restrictions and which are
critical technologies that merit continued U.S. protection.

19. Congress allocate additional funds to the Director of National
Intelligence Open Source Center for the translation and analysis
of Chinese-language technical and military writings, in order
to deepen U.S. understanding of China’s defense strategy,
particularly related to space.
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SECTION 3: CHINA’S OFFENSIVE MISSILE FORCES
The Commission recommends:

20. Congress direct the U.S. Department of Defense to provide an
unclassified estimate of the People’s Liberation Army Second
Artillery Force’s inventory of missiles and launchers, by type, in
future iterations of its Annual Report to Congress: Military and
Security Developments Involving the People’s Republic of China,
as included previously but suspended following the 2010 edition.

21. Congress direct the U.S. Department of Defense to prepare
a report on the potential benefits and costs of incorporating
ground-launched short-, medium-, and intermediate-range
conventional cruise and ballistic missile systems into the United
States’ defensive force structure in the Asia Pacific, in order to
explore how such systems might help the U.S. military sustain a
cost-effective deterrence posture.

22. Congress continue to support initiatives to harden U.S. bases
in the Asia Pacific, including the Pacific Airpower Resiliency
Initiative, in order to increase the costliness and uncertainty of
conventional ballistic and cruise missile strikes against these
facilities, and thereby dis-incentivize a first strike and increase
regional stability.

23. Congress continue to support “next-generation” missile defense
initiatives such as directed energy and rail gun technologies, and
require the U.S. Department of Defense to report to committees
of jurisdiction on the status of current component sourcing plans
for the development and production of directed energy weapons.

Chapter 3: China and the World

SECTION 1: CHINA AND CENTRAL ASIA
The Commission recommends:

24. Congress request classified briefings from the U.S. Intelligence
Community on the nature of U.S.-China cooperation on
counterterrorism to ensure the U.S. government is not
inadvertently supporting Chinese counterterror policies and
tactics that undermine human rights.

25. Congress direct the U.S. Government Accountability Office
to prepare a report assessing the U.S. New Silk Road policy.
This report should evaluate the New Silk Road’s strengths
and weaknesses and its current status and future prospects
for meeting U.S. policy objectives in Central Asia. This report
should investigate how U.S. policy toward Central Asia
intersects and interacts with U.S. policy toward China more
broadly, and how the U.S. and Chinese Silk Road initiatives
interact in Central Asia.

26. Members of Congress and their staffs consider traveling to
Central Asia, and, when doing so, engage with U.S. business
community and nongovernmental organizations to discuss ways
of improving human rights, rule of law, environmental protection,
and business environment.

SECTION 2: CHINA AND SOUTHEAST ASIA
The Commission recommends:

27. Congress direct the U.S. Government Accountability Office to
prepare a report assessing the effectiveness of recent U.S.
efforts to enhance the maritime security capabilities of allies
and partners in Southeast Asia and identifying the remaining
challenges and opportunities.

28. Congress urge the Administration to enhance its support for
regional information sharing institutions focused on maritime
security in Southeast Asia.

29. Congress direct the U.S. Government Accountability Office
to expand its August 2015 report Southeast Asia: Trends in
U.S. and Chinese Economic Engagement to evaluate whether
Chinese government funded investment and assistance projects
in Southeast Asia negatively affect U.S.-funded projects in
Southeast Asia.
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SECTION 3: TAIWAN
The Commission recommends:

30. Congress urge the Administration to make available to Taiwan,
consistent with the Taiwan Relations Act, defense articles and
services required to address the continuing shift in the cross-
Strait military balance toward China.

31. Congress direct the Administration to invite Taiwan to participate
at least as an observer at U.S.-led bilateral and multilateral
military and security exercises, including future Rim of the Pacific
(RIMPAC) and Cyber Storm exercises.

32. Congress encourage the Administration to increase its public
support of Taiwan’s participation in international organizationss,
which would help Taiwan expand its status and legitimacy in the
international community.

33. Congress require the U.S. Department of State, the U.S.
Department of Defense, and the U.S. Department of Commerce
to jointly prepare a classified report on Taiwan’s role in the
U.S. strategy in Asia. The report should include an overview
of Taiwan’s current role in the strategy; U.S.-Taiwan defense
cooperation and a description of all joint programs; and
opportunities for Taiwan’s inclusion in U.S. Asia strategy.

SECTION 4: HONG KONG
The Commission recommends:

34. Members of Congress, when visiting mainland China, also visit
Hong Kong, and that Congress encourage senior Administration
officials, including the secretaries of State, Defense, and
Commerce, to make visits to Hong Kong part of their travel.

35. Congress sustain the language in the Department of State,
Foreign Operations, and Related Programs Appropriations Act of
2016 reauthorizing the report requirement under the U.S.-Hong
Kong Policy Act of 1992 supporting human rights and democracy
in accordance with the Sino-British Joint Declaration.

36. Congress urge the U.S. Department of State to increase its public
diplomacy efforts in Hong Kong in support of press freedom,
media independence, and academic freedom.

37. Congress engage parliamentarians from the United Kingdom in
an interparliamentary review of China’s adherence to the Basic
Law since the handover of Hong Kong to China in 1997, with
specific attention to rule of law, progress in achieving universal
suffrage, and press freedom.

§ These organizations may include: the United Nations Framework Convention on Climate
Change, International Atomic Energy Agency, International Civil Aviation Organization,
International Maritime Organization, and International Criminal Police Organization
(Interpol).
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